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THE IMPACT OF RETAIL DECENTRALIZATION ON 
ONE DOWNTOWN APPRAISAL 
f ROM time to time we have made it a practice to publish in the Appraisal 








Bulletin brief summaries of appraisals aealing with specific problem prop- 
erties which contain peculiaritiesthat make their evaluation both interest- 
ing and informative. 


The notes on the following appraisal involve a retail property which is located 
in the heart of a large downtown business uistrict. The appraised market value 
“was affected by the recent trends of retail stores moving to suburban areas or 
downtown stores opening branches in these areas. Also, a unique factor in the 
appraisal was a penalty clause in the lease which penalized the present tenant of 
the retail property in question for a 5-year period because he is opening a branch 
suburban store. Inthe following notes we have assigned fictitious names to 
streets and stores. 


NOTES ON THE APPRAISAL 
OF THE BARTON’S READY-TO-WEAR STORE 
910 N. FIFTH STREET 


The property being appraised is located on the 
LOCATION east side of North Fifth Street, between Randall 

and Dennis Streets. This block is devotedalmost 
entirely to stores catering to women’s ready-to-wear, including dresses, suits, 
shoes, lingerie, hats and hosiery. Cther neighboring stores are two large 5 and 
10¢ stores, and several above-average women’s ready-to-wear stores. The 
subject property is located within a few hundred feet of the highest land values in 
the retail area. It is situated between the two largest department stores, anda 
large amount of pedestrian traffic uses North Fifth Street. 


There has been a considerable amount of remodeling on Nortn Fifth Street, 
and a number of the important tenants have recently negotiateu new leases. 


The importance of this downtown district as a focal point ina large metropoli- 
tan area has not yet been seriously impairea, in spite of the postwar trend of 
retail decentralization to outlying shopping districts. The development of better 
streets and highways, the improvement of mass transportation and public utilities 
will help maintain this downtown district. By the same token, however, these 
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improvements will also permit the further decentralization of both population and 
retail stores, which follow the movement of people. 

The rapid growth of some of the outlying buying centers has been of boom pro- 
portions, and we believe that in some of these centers many merchants and owners 
of real estate are in for some headaches. We feel that there will be an oversupply 
of retail space, which may result in lower rents in the outlying buying centers 
as well as in the downtown district. One particular outlying center, Suburbia, has 
had a spectacular development in the past 7 years. The two largest downtown 
department stores have opened branches, and a third will soon have a branch 
store and shopping center under construction. With these leaders, a number of 
smaller established downtown firms have also opened branches in Suburbia. 


Retail store space has been developed more rapidly than the increases in 
population, with the eventual result of a potential oversupply. Of course, when 
this oversupply becomes pronounced, all retail stores will suffer. In our opinion, 
however, the retail stores along ribbon developments without adequate parking 
space will suffer to a greater extent than will those in the downtown district or 
in the logical shopping centers with adequate parking space. 


The present improvements are estimated to be 
IMPROVEMENTS 85 years old. They have been remodeled from 


time to time, with the latest remodeling being 
done in 1941. The cost of this remodeling, $43,000, was borne half and half by 
the lessee and the lessor. The improvements consist of a 5-story and basement 
brick building, measuring 60' x 135', with frame interior. The basement con- 
tains an employees’ lunch room, fur storage, boiler rooms, a pump for air 
conditioning and a pump for pressure to force water to the upper floors. The main 
floor is a modern retail display area which is quite impressive. The upper 
floors are served by three Otis passenger elevators and one freight elevator. 
The second, third and fourth floors are used for retail sales space, and the fifth 
floor contains offices and alteration space. The entire building is sprinklered. 
The building is heated by steam purchased from a public utility, and it is air 
conditioned by refrigeration purchased from a refrigeration company. 


The premises are occupied by Barton’s, Inc., 
TENANT which has leased the property for about 30 years. 

Barton’s is a firm which handles an above- 
average grade of ladies’ ready-to-wear. The firm plans to open a branch store 
in the above-mentioned Suburbia, ona site which has already been purchased. 


The present lease expires on May 31, 1956. 
LEASE The minimum rent called for in the lease is 

$32,500 plus 35% over $900, 00u to $1 million, 
plus 3°% for any sales between $1 million and $1, 100,000, and 25% for all sales 
over $1,100,000. One-half of the aforementioned $43, 000 remodeling cost may 
be applied to the annual rental during the next 10-year period. 
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The lease also prohibits Barton’s from opening another store within a radius 
of 15 miles. However, an agreement has been reached whereby Barton’s will 
pay to the owner of the subject property 1% of the volume done in the proposed 
store in Suburbia for the next 5 years. 














The lessor pays taxes, fire and extended coverage insurance on the building, 
and keeps the roof in repair. The lessee keeps the interior of the building, in- 
cluding mechanical equipment, in repair, pays all liability insurance, sprinkler 
insurance and fire and extended coverage insurance on merchandise, fixtures, 
elevators and mechanical equipment. 


The volume of business done by Barton’s ranged 
BUSINESS VOLUME from $922,000 in 1940 toa peak of $2, 335, 000 

in 1948. The volume dropped to $2, 037, 000 in 
1949, and the volume in 1950 was about $1, 965, 000. 


The clothing price index in 1939 was 90.0; in 1933, 76.0; and at present (1950) 
it is 166.4. The peak was reached in 1948, with an index of 180. The drop 
percentagewise from the peak to the present is 7.55%. The drop in volume 
between the peak business done by Barton’s and the present volume is 15. 85%. 
We believe that the difference between the price drop and the volume drop is 
caused by the growth of outlying buying centers and the problem of parking in the 
downtown district. We believe that the dollar volume of Barton’s will reach a 
low point about the year 1957, and then will gradually increase. For our ap- 
praisal purposes we estimate that the level annual volume of business will aver- 
age $1, 500, 000. 


On this estimated future average annual busi- 
APPRAISAL ness we believe that the property could be rented 

on the same terms as those in the present lease, 
which would mean that the tenant would pay an average rent of $49,000. This is 
the same as the present lease except that the tenant would not agree to pay 1% 
on any volume not done on the leased premises. 


We have placed a land value on this site of $6, 000 per front foot, or a total of 
$360,000. We have used a 6% return on this ground value, which amounts to 
$21, 000. 


We have used a 7% return on the value of the improvements, and have used this 
income as an annuity for 25 years, which we estimate to be the remaining useful 
economic life of the improvements. The accrued depreciation, 59%, is $288, 700, 
which is the difference between the estimated reproduction cost new of $849, 500 
and the value of the land and improvements of $560, 800. 


To the value of the land and improvements must be added the value of the 
income during the next 6 years remaining in the lease which exceeds the esti- 
mated future volume of income of $1,500,000. This is estimated to be an aver- 
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age of $150, 000 per year at 2}%, or $3,750. To this must also be added the 
value of the 1% rent on the estimated Suburbia branch store volume ($750, 000 x 
.01), which rent would be $7, 500 per year. 








On an income basis the property is appraised as follows 


Income 


Estimated future annual volume, $1, 500, 000 $49, 000 


Property Expense 





Maintenance of roof $ 200 
Taxes 9, 700 
Insurance ($280, 000 @ $3.11) 870 10, 770 


Estimated net annual return $38, 230 
Return on land value of $360, 000 @ 6% _21, 000 
Return on improvements $17, 230 


This return on the improvements of $17, 230 per year for 25 years, dis- 
counted at 7%, gives a present value of (11.654 x $17, 230) $200, 800. 


To this value of the improvements must be added the value of the land of 
$360, 000, the value of the gain of present to future income of $18, 400 (6 years - 
4.917 x $3, 750), and the value of the estimated rent of $31, 600 (5 years - 4.212 x 
$7, 500) that will be paid on business done in the proposed Suburbia store until the 














expiration of the lease. The above figures total a sum of $610, 800, which is the 
appraised market value of the property known as 510 N. Fifth Street. 





NOTE: For the purposes of this bulletin, many of the pertinent factors relating 
to this appraisal have been omitted. Such things as the methods of obtaining land 
values, depreciation and reconstruction costs new have not been summarized in 
detail for the sake of brevity. 


CFrark, Q 


, r<-(”. 
CHARLES R. Mecot” ALT 











